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Preface
This is the third pamphlet published by Rebuild Britain. Our first two look at what is
needed to rebuild the fishing industry and manufacturing.
We will not be able to move forward with a strong economy unless we attend
to Britain’s finances and the position of the financial sector. More austerity, more
national debt, more market madness, greater inequality and rising prices are not the
answer. This pamphlet shows how they can be avoided.
Written in an accessible style, this pamphlet provides an educational tool for trade
unionists and community activists setting out the straightforward solutions that are
needed and urges readers to translate them into new policies in their organisations.
Public finances, that is the income and expenditure of government, and private
finance, that is the vast wealth in money of the banks, pension schemes, insurance
companies and money traders in general, have for a long time been regarded by
workers as mysterious, with an aura of magic. The operations of the great institutions
of finance are seen as alien, unfathomable and complex.
In truth, there is no mystery, just mystification; no complexity, just confusion.
For trade unions, public finance has often been regarded as a secondary question
to the bigger, priority issues of pay and conditions, economic strategy and industrial
policy. In fact, public finance is the bigger picture. It is the scaffolding that buttresses
and conditions the shape of the nation’s whole economy. Sound, stable public
finances are the pre-requisite to any serious attempt to re-build industry, revive
agriculture and public services and combat climate change.
Please contact us at Chair@rebuildbritain.org.uk if you would like to discuss these
issues further.

Introduction
For two hundred years a private finance system has been at the centre of modern
capitalism. It is to this private financial sector that governments have gone to
finance their deficits through the issue of bonds. It has come to be accepted almost
without question that this interest-bearing debt, funded by taxpayers, should very
significantly support public finance.
As a result, the largest proportion of money in circulation is created and allocated
by commercial banks who provide credit. The scale of this was made clear in the
2008 financial crisis. Such reliance on the banks creates an inherently unstable
system. This is especially the case when regulation over the amount of credit
available to private customers and institutions is weak.
The question arises, what would be a better, more stable and more credible
monetary and fiscal framework? At present a private sector of banks and other
financial institutions is in command of vast amounts of wealth and dominates the
economy and the debt of the state. Governments grapple continuously with the
management of the nation’s debt and the demands to repay the massive amounts
of money accumulated over the past 20 years.
This pamphlet advocates a new approach to public financing, in which the Bank
of England provides the government with funds to meets its needs without resort
to the finance markets. In return the Treasury uses its regulatory powers to reduce
private lending and investment. As explained later, the risk of inflation caused by
direct funding of government expenditure is removed since private lending will be
reduced by the same amount; a transfer of financial wealth from the private to the
public sector.

The economy and the role of finance
A national economy is the totality of
production, consumption, and distribution
in a country. The economy includes Natural resources (minerals, the land, the
climate, rivers and the seas)
Human resources (labour and skills)
Man-made resources (transport,
buildings, manufacturing and
processing plants, capital equipment,
technology, farming and agricultural
improvements) and consumables.
These together make up the material
wealth of the nation. A country also has
financial resources, mainly in the form of
money wealth.
Setting aside foreign resources and
investments that may be available, a
country’s resources are a movable feast,
they change over time both in terms of
quantity, quality and variety, but at any one
time they can be described and measured.
The interaction between material and
financial resources constitutes economic
activity that uses and consumes resources
and creates new ones, that is, outputs.

The task of mobilising these resources and
allocating them to various parts of the
economy falls partly to the government and
partly to private owners of money capital.
Money represents the value of various
commodities in exchange. It provides
a measure of what is common among
commodities in the form of a price. It is
also a potential claim on current and future
resources. Money allows us to appropriate
resources as diverse as buying a bottle
of milk or a train ticket, as well as the
opportunity to invest in the manufacture of
electric cars or funding medical research.
As resources are applied to different
economic activities, some will be more in
demand than others and there may not
be enough output supplied to satisfy the
demand for it, in which case their prices will
increase. In such a situation there can be
a general increase in prices and this is the
phenomenon that governments invariably
use to justify cuts in public spending.
In truth, the government is not fearful of
rising prices per se. The government is only
concerned if inflation rises above the level it

deems the right one for business generally.
The government’s aim is to provide what
the Bank of England ironically calls ‘price
stability’. ‘Companies like a little inflation
because it gives them some leeway to raise
prices to sustain profitability in competition
with others. But what capital does not like is
accelerating inflation’ 1.
A level of inflation may be good news
for business, but it’s not good news for
workers because it eats into real incomes by
increasing the prices of necessities. Workers
through their trade unions may attempt
to offset this by securing wage increases
equivalent to the rise in prices, but such
wage increases invariably take effect after
prices have increased, usually by a year or
more during which time workers see their
real income dwindle further, forever playing
catch-up.
To avoid price inflation the government and
the Bank of England attempt to maintain
economic stability by keeping aggregate
demand for output on a par with the
aggregate supply of output through fiscal
and monetary policies.

Following Britain’s departure from
the disastrous Exchange Rate
Mechanism (ERM)2 in September
1992, the government adopted
inflation targeting as a means to
achieve economic stability. The Bank
of England was instructed to use its
power to set the base interest rate,
the rate the central bank charges
commercial banks for loans, to keep
the inflation rate to a target set by the
Government. Setting the base rate
became the Bank of England’s main
tool to control the rate of inflation. This
policy was continued by subsequent
governments including the Blair
government which went a step
further, giving the Bank of England
independence in setting interest rates.

The assumption behind this
approach was that a low interest rate
would encourage borrowing and
investment, and that higher rates
would put investors off. But in reality,
interest rates play a secondary role
in determining the level of private
investment. This was illustrated in
2013 when historically low interest
rates introduced in Japan3 failed to
revive the economy. Profitability,
not interest rates, or even tax rates,
is the determining factor when it
comes to borrowing and investing. It
is always the total return an investor
gets over a period of time and the
security of investment that determines
investment strategies.
Today, the Bank of England’s inflation
target is set at 2.0%. (March 2022)

1

Michael Roberts, Brave new Europe, June 2021
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The ERM was an attempt to fix the prices of a number of European national currencies in relation to each other.

3

In 2013, Prime Minister Shinzo Abe embarked on new monetary and fiscal policies to revive Japan’s dormant economy. So novel were
they, they were dubbed Abenomics: high deficit spending, very low and even negative interest rates and an unprecedented amount of
quantitative easing. Yet the actual economic effects have been meager: Japan’s growth remains sluggish, and inflation is perpetually
stuck below the target that Bank of Japan officials want to hit.

Government spending
and deficit financing
The financial affairs of the government
are often compared with that of a
household with a budget that, at the
end of the month or the year, has
to balance. To an extent this is true
in the sense that, like a household,
the government receives income
in the form of taxes to fund public
expenditure. This expenditure covers
welfare, health and education,
defence, debt repayments, long-term
investment and emergencies like
Covid. Like a household, government
finances run into deficit when
expenditure exceeds income, which
happens on a regular basis. The
Government has to resort to deficit
financing, i.e., spending money that it
does not have nor is likely to have in
the future. This is something a family
household cannot do, certainly not
on a long-term basis and where the
comparison ends.

Governments run large deficits
regularly and have always done so
historically. The UK government is
no exception with a current deficit
of £239 billon and a deficit-to-Gross
National Product ratio of 15%.
The difference between government
income and expenditure has to
be plugged. Traditionally, this has
been done through borrowing from
private financial institutions by
issuing government bonds known as
gilt-edged bonds (or gilts for short)
because of their high security. These
are pieces of paper like IOUs which the
government sells in return for a loan.
They are bought by private institutions
who can sell them on to other parties
as and when they chose. They have
a face value which the government
promises to redeem after a certain
period of time known as the bond’s
maturity (which could be as short as

Paying back the debt
a few months or as long as
25 years) during which time,
the government has to make
regular interest payments
to the bond holder at a rate
agreed at the point of sale. This
is known as the coupon.
Two problems arise
immediately. In the short term,
the government has to find
the money to pay the interest
on the debt - the coupon. In
the medium and long term,
the government has to find
the funds to pay the face value
of these bonds when they
mature.

Generally, when the government enters into
debt, its intention is that it will be paid back
using future tax receipts. This depends on the
country’s future Gross National Product (GNP)
which itself is a product of economic growth.
The key to economic growth is productivity,
which takes us back to what the borrowed
money was used for in the first place. Had the
borrowed money been invested into wealthcreating activities, activities that create new
resources; making things, building, improving
the country’s skills base and supporting research
and development, then productivity would
indeed improve and tax returns would increase.
But even if the borrowed money is invested in
wealth-creating projects, these are long-term
projects, it takes years for these investments
to deliver economic benefits through higher
economic growth and increased GNP. In the
meantime, money has to be found to pay the
debt as it becomes due. Workers will feel the
pinch as investing borrowed money in longterm projects diverts resources away from other
socially important causes. There is really no such
thing as a free lunch.
The government may wish to increase taxes or
to cut public expenditure or a combination of
both to meet its debt obligations, something,

if pursued with vigour, will lead to the sort of
austerity that made George Osborne infamous.
The sting in the tail is that cutting government
expenditure lessens economic activities, lowers
wages and reduces tax returns, thus causing
further shortage of income for the Treasury with
economic activity dipping further as working
class people have less money to spend.
If using the Treasury’s tax receipts is not
politically palatable or financially viable,
governments have resorted to re-financing
the debt, that is borrowing money from
money lenders to pay the debt owed to the
very same money lenders. This compounds
the problem by adding new debt
on top of old debt, resulting in
a permanent debt commonly
referred to as the National Debt
which stands at £2.65 trillion
for the UK. The current system
guarantees ongoing national
debt and thereby
continuing power
over governments
of private finance.

Creating or ‘printing’ new money.
An alternative to borrowing from
the private financial sector is for the
government to get the Bank of England
to create money. It can do so because as
a sovereign nation with its own currency,
it can create or ‘print’ money through
the central bank. However, unlike
borrowing from the private market which
reduces the amount of private finance,
‘printing’ money adds to the totality of
the financial wealth of the country and
thus put pressure on prices to rise. As
explained later, this can be avoided
if simultaneously, private lending is
curtailed by the same amount.

The process of ‘printing’ money today
requires no paper or printing presses.
Money is created ‘digitally’ by a few clicks
on a keyboard. This process has come to
be known as ‘quantitative easing’ (QE). It
was in the aftermath of the 2008 financial
crisis that QE became talked about when
billions of pounds were suddenly created
by the Bank of England to bail out failing
private banks.
‘Printing’ or creating money does not
create new resources, not in the short
term anyway. It increases the demand
for existing resources, competing with
other demands on resources which could

consequently push up prices. Taken to
the extreme, printing money leads to
hyperinflation, as was the case in 1923
Germany and more recently in Argentina,
with devastating consequences to the
economy and to workers’ livelihoods.
Contrary to popular belief money
creation is not the exclusive preserve of
the Bank of England, commercial banks
can and do this on a regular basis. Every
time a bank lends money to someone,
new money is created, a sort of private
QE. Providing a loan does not involve a
commercial bank handing the customer
a wad of cash to put in their pocket. What

it does is credit the customer’s account
with a deposit. By doing so, new money
is created, giving the customer more cash
to exchange for other things they need.
In fact, the debt created by private banks
is estimated to be four times that of the
government’s debt.
It follows that it is not just the central
bank’s QE that runs the risk of causing
inflation; the loans private banks give out
have a similar effect. Putting constraints
on the latter would reduce the risk of
inflation in the same way as restraining
the former.

The pandemic changed everything
Things changed when Covid struck. Almost overnight economic
activity came to a virtual halt as lockdown was introduced. The
market was paralysed; it had no answers. If anything, far from
being a solution, market forces became the problem. Capitalism
lost its raison d’etre; it could not even pay the wages of the
workers it exploits. With globalisation stretching beyond its
inherent limitations, (what Larry Elliott calls ‘peak globalisation’ 4)
the government had to intervene to save capitalism by adopting
socialist measures. Workers, who the market would have laid off
had 90% of their wages paid by the government under a furlough
scheme put together by the Treasury, the Confederation of British
Industry (CBI) and the Trades Union Congress (TUC). Failing public
services such as Network Rail and other rail franchises as well as
assorted energy firms slipped into public ownership without
much fuss or debate, in what seemed like the most natural
process, as natural as a butterfly slipping out of its chrysalis.

In another even more dramatic socialist measure, the government
side-stepped the market completely with the Bank of England
directly funding the Treasury with ‘printed’ money, a process known
as ‘monetary financing’. Borrowing from the Bank of England means
that the government does not have to pay interest on the money
lent to it by its own bank. Nonetheless, the risk of inflation remains,
but that can be avoided if the money thus created is offset by a
reduction in private lending of the same amount. As explained
later, this would keep the totality of the country’s financial wealth
unchanged in the same way as government borrowing does.

4 Guardian, Jan 17, 2022

For socially-responsible public finances
It is fundamentally true that a nation would want to have its finances
healthy and in order, that at the end of the day its books balance and
that public expenditure is carried out on a sound, sustainable basis.
Currently, the UK is in debt to the tune of £2.65tn with no sign of that
being reduced. If anything, it is increasing.
As the government focusses on reducing the deficit, which hit a
peacetime record of £320bn in the financial year 2020-21, and begins
to reduce the national debt, talk about a new round of austerity is rife.
The hike in National Insurance contribution is just the start. Add to
that the obscene rise in energy costs, a general inflation rate of 6.8 %
in March 2022 - expected to exceed 10% by the end of the year - and
we have the conditions for full-scale austerity.
It is tempting to call for a complete overhaul of the financial structure
of the country; default and start with a clean slate. Apart from the
fact that there is no appetite for a general onslaught on the financial
institutions of the country, such an approach would not be fruitful
as it will mean a virtual halt to economic activities and large-scale
unemployment. Far better is to make the necessary changes that
will provide a financial structure for the planning needed for wealth
creation and economic prosperity.
The justification for a new round of austerity is that the debt
the government has incurred must be paid, something workers
instinctively accept - we are not about to default. It is further asserted
by austerity apologists that paying back the debt can only be done by
reducing public expenditure, otherwise prices would rise as demand
for resources increases beyond that which is available. But this is

simply not true. As explained earlier, public expenditure is not the
only claim on resources. Private finance investment makes a similar
claim on resources, which if restricted would have the same effect as
cutting public expenditure.
Regulating and restricting private investment is not new. Regulation
already exists that controls the amounts of money that banks can
lend in relation to their assets. These regulations were strengthened
following the 2008 financial crisis. They could be toughened up
further to include tighter restrictions on the amount and purpose of
private lending and investment.

The First Crucial Steps
1 Direct funding by the Bank of England of government
expenditure balanced by a simultaneous and equal reduction
in private lending
For example, if the government wants to spend £500 million
on a state-of-the-art facility for designing and manufacturing
silicon chips, then it would instruct the Bank of England to
create £100 million of new money and at the same time use its
regulatory powers to cut down private lending by £500 million. The
same would apply when government bonds mature.
In this way, what is lost in private finance lending is gained by public
investment in exactly the same way as borrowing from the private
sector would, thus avoiding inflationary pressures. Pension funds
and others affected by a loss in the interest they would have received
by lending money to the government would have to seek shelter by
integrating their operations with those of the public sector.
To start with, a hybrid system may be used in which not the whole
amount of direct funding is offset by reduced private investment,
but say 40, 50 or 60 per cent. The rest is financed through traditional
borrowing. The annual Autumn Statement by the
Chancellor would then include what proportion
of the created money would be offset by reduced
private finance investment. In this way, we
gradually wean ourselves from the burden
of debt. In time, both government deficit
and the National Debt will gradually
reduce to nothing.

2 The creation of a national Investment bank, NIB
The idea of the National Investment Bank is not a new one. It
formed part of Labour’s manifestoes including those of the 1983
and 2017 general elections. The private financial system ‘has proven
inadequate for the purposes of much of the UK economy. In addition
to widespread criticisms of short-termism and a failure to invest in
the economy for the long term, investment has been disappointing
by international comparisons, and wide disparities have emerged
between our regions and nations’ 5. The NIB can be financed
directly by the Bank of England or through the issuing of bonds or a
combination of the two as outlined in (1).
3 Setting up public banks
Public or public-sector banks were prominent in the nineteenth
and early twentieth century, helping economies in various parts of
the world to industrialise. Today they are needed as private finance
has become more and more unreliable and unstable, requiring help
and support to survive. There is no reason why the state should not
have its own commercial banks to operate alongside private banks
providing the full plethora of services including mortgages and
loans. A start could be made with those banks that the government
had to bail out: they can be turned into public banks. It defies
common sense that financial institutions relying on the state for their
existence should be allowed to function independently of the state.
With a social-responsibility remit, public banks could play a major
role in implementing the government’s strategy for economic and
industrial advance.

4 Regulate private lending
A change in the regulations governing the financial and banking
sectors is needed to bring private finance back from the cold,
back from whence it was brought into being by workers. Private
financial wealth belongs to workers directly or indirectly as shown
in Box 1. The last time regulations were changed was in the 1980s
with Thatcher’s ‘deregulation’. At that time, privatisation and
individualism were the main trend. Today, it is state intervention
and public service ethos that are making the running as was evident
when Covid struck.
5 The re-introduction of exchange controls
The control of the flow of capital across national borders is essential
to any country’s financial and economic security. Exchange controls
ensure that the country’s scarce resources are deployed in the
country of its birth. Just as it is not in our interest to have our
industrial and manufacturing base and public utilities owned by
foreign investors, it is not in our interest to have our financial wealth
sent abroad to exploit other workers.
The purpose of exchange controls is not to stop overseas investment
altogether, but to ensure that the movement of capital in or out,
is moderated to enhance the country’s economic development,
safeguard its security and protect the environment. They provide the
underpinnings of self-reliance. The need for self-reliance was starkly
illustrated during the Covid pandemic. The government had to scurry
around to find basic equipment for hospital workers, things that could

have easily been produced here, but for the free movement of capital
and reliance on imports for so much of our national needs.
Furthermore, and equally important, exchange controls will severely
narrow the scope for currency speculation, a parasitic, non-productive
activity that thrives on the movement of capital across borders6.
6 End inflation targeting and give the Bank of England a
public-interest remit
Instead of the current business-interest remit, that of an inflation
target, the Bank of England should be given a clear public-interest
remit: full employment, supporting British industry and the
promotion of carbon efficiency. The Bank of England should go
back to being an integral part of the government by ending its
independence in the setting of interest rates.

5

A national investment bank for Britain: putting dynamism into our industrial strategy, report to the
shadow chancellor of the exchequer and shadow secretary for business, energy and industrial strategy on
implementation: https://labour.org.uk/wp-content/uploads/2017/10/National-Investment-Bank-PlansReport.pdf

6

This step will mean the UK having to withdraw in full or in part from Article 14 of the International
Monetary Fund’s Agreement. The UK agreed to Article 14 in 1961 but it nonetheless was able to continue to
enforce exchange controls until they

Conclusion
Unlike the private mobilisation of resources, where market signals
prevail, the government can determine its own public spending
directly. Moreover, the Treasury has the tools to influence, shape, and
restrict the private mobilisation of resources. It can do so through fiscal
policy that includes government spending and taxation. It can also do
so through monetary policy, which amounts to the Bank of England
setting the base rate of interest which sets the floor for all interest
rates charged for borrowing. The government can also influence the
mobilisation of real and financial resources directly through regulation.
This pamphlet calls on the Treasury to use its powers to seek to
integrate the private financial sector into a public strategy to re-build
Britain. For too long, the state has marched to the drum beat of the City
of London. It is time for the City of London to dance to the tune of the
democratically elected government.

Box 1

Who owns government debt?

Distribution of UK national debt at end of 2020. Source Jubilee Debt campaign March 2021

Bank of England 39%
Outside UK 18%

At the end of 2020, the national debt reached
£2.2 trillion, 108% of GDP. However, this
money that the government owes belongs to
workers either directly or indirectly.
Directly as in the case of pension
contributions and the majority of
insurance premiums, 25%. A further
39% is owed to our own bank, the Bank
of England and another 8% is held by
households. In other words, 43% of all
our debt is our own money.

Banks and financial
institutions 15%

Households 8%
Pension funds and
Insurance 20%

Indirectly as private financial wealth which
is nothing more than the accumulated
profit that workers have created over
centuries of sweat and toil. That stands at
15%.
The remaining 18% is held by overseas
investors which is also a product of fellow
workers overseas.

•

The remaining 18% is held by overseas investors which is also a product of fellow
workers overseas.

BOX22
Box

The UK National Debt
1900
- 2020
The UK National
Debt
1900 - 2020

Box 3

Government borrowing as a
percentage of GDP 1973-2021

BOX 3
The Bank of England
Established in 1694 when King William III needed money to fight King Louis XIV of France,
the Bank of England was given the sole right to issue notes in 1844. The Bank of England is
the central bank of the United Kingdom. It has a delegated responsibility for conducting
monetary policy. HM Treasury is the sole shareholder of the Bank of England following

Box 4

The Bank of England

Established in 1694 when King William III needed money to fight King
Louis XIV of France, the Bank of England was given the sole right to
issue notes in 1844. The Bank of England is the central bank of the
United Kingdom. It has a delegated responsibility for conducting
monetary policy. HM Treasury is the sole shareholder of the Bank of
England following nationalisation in 1946. The Bank is therefore part
of the public sector, though not central government with the right of
HM Treasury to ‘...give such directions to the Bank as, after consultation with the
Governor of the Bank, they think necessary in the public interest.’ In 1998, a few
months after taking power, the Blair government granted the Bank independence in
setting interest rates. They were to be determined by nine ‘dispassionate’ independent
experts who meet as the Monetary Policy Committee on a monthly basis. The
membership of the Monetary Policy Committee is appointed by the Chancellor, as is the
Governor of the Bank. The Bank functions under legislation set by the House of Commons.
It remains under the control of the government with the Treasury retaining a public-interest power to give
directions to the Bank regarding monetary policy. The Bank is tasked with controlling inflation with a target of 2.0%.

Glossary
Base rate - The rate of interest the central bank sets which provides
the floor for all interest rates charged for borrowings by commercial
and investment banks.

Inflation target - A percentage price rise figure set by the
government for the central bank to aim for.

Bonds/gilts - Government IOUs to lenders.

Interest rate - The cost of borrowing on any amount, or the return on
any investment.

Government debt - The total amount owed by a government to its
lenders.

Monetary financing - Money created by a central bank to directly
fund the nation’s exchequer with money.

Government deficit - When government spending in any one year is
greater than its income.

Productivity - The ratio of productive outcome in relation to the
investment in it.

Deficit financing - A government spending money it does not have
or is expected to have.

Public finance - Government income from taxation and other
sources and expenditure.

Exchange controls - Rules regulating the import and export of
capital and money to and from a country.

Quantitative Easing - The central bank creating money digitally,
or via credit facilities, or printing actual notes and putting it into
circulation.

Exchange Rate Mechanism - A set of agreements to try and set the
price of different national currencies in relation to each other.
Finance sector - The banking and vast sector of organisations that
invest and trade in money, pensions schemes, insurance companies,
investment brokers etc.
Financial Times Stock Exchange 100 Index - A ranking of the top
100 most capitalised companies on the stock market.
Globalisation - The freedom of capital generated in one country to
invest and speculate in any other.
Gross National Product - This is the total value of the all the goods
and services produced by a nation’s economy during a specific period
of time, usually calculated over a year, and assessed before deducting
the depreciation or consumption of capital used in production.

Rate of profit - Not the total amount of profit returned from an
activity or investment, but the proportion of that profit in relation to
that investment.
Re-financing - When the government borrows money by issuing
bonds to pay the interest on its bonds or to pay the face value of the
bonds that have matured.
Stock market - A market place where stocks and shares in companies
are traded.
Treasury - The government department that oversees all government
income and expenditure and financial strategies.
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